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INCREASING PROFITS FROM FOREIGN

KNOw-How LICENSING
ROLAND P. CAMPBELL*

Many United States businesses have a substantial invesment in
research and development but because of a lack of capital, or for
other reasons, are not able to export their products to foreign markets. Mr. Campbell explores the possibility of licensing technical
know-how for use in foreign markets, as a method of increasing
profits where investment through direct export of products is impossible. He outlines the requirements necessary for royalties from
such licensing to be treated as capital gains for tax purposes. He
demonstrates that it is possible to satisfy capital gains requirements
by transferringall substantialrights in proprietary technology, while,
at the same time, retaining rights to cancel the license for any act
of the licensee which impairs the licensor's security or property interest in the licensed technology.

W

ITH world markets becoming closer and more accessible in
terms of the lowering of tariff barriers and transportation
costs, the U.S. businessman is becoming increasingly aware of the
opportunities for profits in the foreign marketplaces. For U.S. companies with ample capital, foreign profits may be realized by direct
investment in manufacturing facilities or equity investment in established companies. Those U.S. companies manufacturing products
suitable for export find their profits through the normal export
channels. But there are many U.S. companies that lack the capital
for direct investment and who manufacture products that, for one
reason or another, cannot be exported. For such companies the
route to foreign profits may be confined to the foreign licensing
of that technical know-how that has made them successful in the
domestic market.
Even though foreign profits may be limited to licensing revenues, it does not necessarily follow that these profits are less than
those obtainable from the more conventional methods of doing
business abroad. Certainly if profits are measured in terms of return on investment, the profit from licensing is indeed gratifying
since seldom, if ever, is there capital invested. The research and
development necessarily undertaken to maintain and increase a
competitive position in the domestic market is normally expensed
for U.S. tax purposes. And it is the results of this expensed research
and development that are used as the subject matter of the knowhow license agreement. If favored tax treatment, such as capital
*General Atty., Ball Bros. Research Corp.; member of the Ohio Bar; Bachelor of Eng'r
1948, LL.B. 1956, University of Toledo.
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gain treatment of royalty, can be added to a no-capital cost investment in the form of a number of foreign licenses, the profit picture
obviously becomes much more attractive.
One of the objectives of this article is an attempt to relate the
legal requirements for capital gain know-how licensing to the usual
expectations of the parties in a know-how licensing arrangement.
Another objective is to outline the salient requirements for capital
gain licensing, having in mind that the basic parameters of a foreign
license agreement are often agreed upon by U.S. businessmen when
they are abroad-before consulting legal counsel and without
counsel participating in the negotiations.
I.

KNow-How AS PROPERTY

The proper transfer of all substantial rights in the property
aspects of know-how will entitle the transferor to capital gain treatment of the royalty income from the transfer.' Before coping with
the considerations involved in properly transferring all substantial
rights, it is necessary to at least attempt to define "know-how" and
those classes of know-how which constitute property.
Since we are primarily concerned here with the licensing of
manufacturing technology, "know-how" may be defined as machine
designs, drawings, process techniques, manufacturing specifications,
technical notes, and other technical information which is of importance to the licensor in his manufacturing operations. Much of
this know-how is documented, but some exists solely in the minds
of the licensor's skilled technical personnel. All know-how will not
be considered as property. But it has been established that know-how
such as process techniques, and machine designs which are reduced
to practice and kept secret, will qualify as property,2 whereas that
know-how which is not reasonably secret or comprises services will
not be property and thus royalty derived therefrom will be treated
as ordinary income for tax purposes. 3
Within the context of capital gain know-how licensing considerations, it is not necessary to think of secret technology in the
same manner as would be necessary in trade secret litigation. Be1E.I. Du Pont De Nemours & Co. v. United States, 288 F.2d 904 (Ct. Cl. 1961);

Stalker Corp. v. United States, 209 F. Supp. 30 (E.D. Mich. 1962). In each of these
cases the court ruled against the taxpayer but established guide lines as to what would
be considered a transfer of all substantial rights. The basis for capital gain treatment
of intangible property rights such as patents, trademarks and know-how is found in
INT. REV. CODE of 1954, §§ 1221, 1231.
2
Nelson v. Commissioner, 203 F.2d 1 (6th Cir. 1953). See also Nash, The Concept of
"Property" in Know-how as a Growing Area of Industrial Property: Its Sale and
Licensing, 6 IDEA 289, 294-96 (1962).
3
Rev. Rul. 64-56, 1964-1 (Part 1) CUM. BULL. 133, and cases cited therein. See Bell
Intercontinental Corp. v. United States, 152 U.S.P.Q. 182 (1966) (report of trial
comm'r), ajfd per curiam, 381 F.2d 1004 (Ct. Cl. 1967) (reprinting report of trial
comm'r).
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cause of the difficulties a plaintiff encounters in proving his case
with respect to an appropriation of trade secrets, there is a tendency
for the prospective licensor to dismiss important technology as not
being licensable for capital gains purposes. Until there is good
reason for doing otherwise (and good reason may mean a rejection
of the licensor's claim for capital gain treatment from a license
agreement), it is suggested that for license planning purposes the
frospective capital gains licensor adopt the following portion of
the definition of a trade secret from the American Law Institute's
Restatement of Torts:
[I]nformation which is used in one's business, and which gives him
an opportunity to obtain an advantage over competitors who do not
4
know or use it;

as -modified by the following:
[T]he secrecy with which a court of equity deals is not necessarily

that absolute secrecy that inheres in discovery, but that qualified
secrecy that arises from mutual understanding, and that is required
alike by good faith and by good morals; 5

and
A plurality of individual discoverers may have protectible, wholly
separate rights in the same trade secret. 6

For the purposes of this article, the term "proprietary technology" will be used with reference to the property aspects of knowhow rather than "trade secret," with the suggestion that such definition includes that reasonably secret technical know-how which
should be considered as property. The term "transfer" will be used
in some instances rather than "license" since the transfer or grant
of rights necessary in capital gains licensing more nearly approaches
a sale rather than a permissive use.
A. Some Uncertainties
The legal requirements for an entirely satisfactory foreign
licensing program that will also result in capital gain treatment of
royalty will not be found in today's case law concerning know-how
nor in the Internal Revenue rulings. We do, however, find certain
suggestions and some case law that, in most respects, will enable
a practical licensing arrangement to be consummated and yet pro7
duce the desired tax result.
4 RESTATEMENT OF TORTS

§ 757, comment b (1939).

5 Vulcan Detinning Co. v. American Can Co., 72 N.J. Eq. 387, 67 A. 339, 343 (1907).
6
E.I. Du Pont De Nemours & Co. v. United States, 288 F.2d 904, 911 (Ct. Cl. 1961).
'" The few tax cases handed down in connection with licensing or selling secret technology adopt, by analogy, the many cases dealing with the licensing and sale of
patents. See, e.g., cases cited note 1 supra. The analogy doctrine is also used with
respect to antitrust questions in the licensing of know-how. See Macdonald, Knowhow Licensing and the Antitrust Laws, 62 MICH. L. REV. 351 *(1964) ; Stedman, Legal
Problems in the International and Domestic Licensing of Know-how, 29 ABA ANTITRUST SECTION 247

(1965).
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Lest the prospective licensor becomes discouraged at this point,
one might ask how often the businessman has the opportunity to
resell the same property a number of times. Yet this is exactly
what he does when he licenses the same technology in a number of
different countries. 8 While there are some uncertainties, the objective is to handle the foreign licensing program and the individual
licenses so as to stay within the precedents and sound conclusions
that may be drawn therefrom, while avoiding these uncertainties
until such time as the law further develops.
B. Transfer of All SubstantialRights
Accepting the fact that a transfer of all substantial rights in
proprietary technology (property) will entitle the licensor to capital
gain treatment on the royalty income, it is necessary to determine
how all substantial rights may be transferred. A 1964 Revenue
Ruling can be used as a starting point and provides in part as follows:
The unqualified transfer in perpetuity of the exclusive right
to use a secret process or other similar secret information qualifying
as property within all the territory of a country . . . will be treated
as the transfer of all substantial rights in the property in that
country.9

While Revenue Ruling 64-56 is helpful with respect to the re-

quirement of an exclusive and perpetual right to use, it is somewhat
misleading as to the requirements for a transfer of all substantial
rights in a licensing transaction. The property right in a trade secret
essentially consists of the right to prevent a wrongful or unauthorized
use or disclosure.' ° Therefore, in order to transfer all substantial
rights, it is necessary that the licensor grant not only the exclusive

right to use, but also the right to prevent all others from using or
disclosing."
8 This is a difficult concept to grasp but may be thought of with reference to foreign

patenting. A U.S. patent application may be filed and issued in a number of foreign
countries, thus representing a different property right in each country for a single
inventive act in the U.S. To the extent secret technology is protected by the laws of
the various foreign countries, the owner of such secret technology should have protectible property rights in such country. For an enlightening treatment of the foreign
law of "know-how" see Ladas, Legal Protection of Know-how, 7 IDEA 397 (1964).
9
Rev. Rul. 64-56, 1964-1 (Part 1) CuM. BULL. 133, 135. While this ruling is not
directly in point in licensing, it is helpful as illustrating I.R.S.'s property view on
secret technology. For an analysis of this ruling see Cohen, Long-awaited Ruling on
Transfer of Know-how Sets Guidelines in Important Areas, 21 J. TAXATION 38
(1964).
10 E.I. Du Pont De Nemours & Co. v. United States, 288 F.2d 904, 911 '(Ct. Cl. 1961).
11 E.I. Du Pont De Nemours & Co. v. United States, 288 F.2d 904 (Ct. Cl. 1961);
Stalker Corp. v. United States, 209 F. Supp. 30 (E.D. Mich. 1962). One must assume
from Du Pont that a U.S. court will think of the foreign law as being comparable to
U.S. law in that the owner of secret technology has the right to prevent a wrongful
use of disclosure and that this is a property right. Rev. Rul. 64-56, 1964-1 (Part 1)
CuM. BULL. 133, 134, also indicates that the foreign law must offer substantial pro-

tection for secret information, thus suggesting the I.R.S. test for "qualifying as
property."
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While U.S. courts have held that there is an implied covenant
in a sale of secrets that the transferor will not be able to use or disclose such secrets,1 2 it seems clear from the court's reasoning in
Du Pont and Stalker, supra, that a positive promise on the part of
a licensor not to disclose is also necessary in order to establish a
complete transfer. The licensor's promise should not, however, be
absolute since he would then be precluded from licensing in other
countries; but it should be sufficient that the licensor promises not
to disclose to others in the licensee's country, nor to disclose to any
third parties elsewhere except under a requirement of secrecy, and
to disclose for use by others only in territories other than that in
3
which the licensee has been granted rights.1
Since the license agreement must contain a restrictive secrecy
covenant on the part of the licensor with respect to disclosing the
proprietary technology, it is necessary to consider carefully what
know-how should be included in the contract as "proprietary technology" quite apart from the tax considerations. Otherwise, the
licensor may well find that he has materially restricted his freedom
of action with respect to subsequent, or parallel, licensing of similar
technology in the same country. Discretion should lead the licensor
to include, as proprietary technology, only that know-how reasonably qualifying as such. Non-proprietary know-how may be included
in the agreement under a separate heading and the licensee can be
required to keep such know-how in secrecy, while the licensor need
not so limit himself. Of course, royalties on such non-proprietary
know-how are not subject to capital gains treatment.
It is not uncommon for a given item of proprietary technology,
for example, a process, to have usefulness for producing products
other than those which have been manufactured by the licensor or
desired to be manufactured by the licensee; or the secret process
may be used by the licensor to produce a variety of different products and it is preferred to transfer rights to use with respect to
only one of the products. The question is then raised as to whether
the transfer of rights to use for less than all purposes is a transfer
of all substantial rights since the licensor is left with the right to
use for other purposes. There is authority in tax cases concerning
patents that a transfer of less than for all uses or products covered
by the patent will still qualify for capital gain.' 4
12 Radium Remedies Co. v. Weiss, 173 Minn. 342, 217 N.W. 339 (1928).
13 The task here is to preserve the trade secret status of the technology in each license
and to go only far enough to give the licensee a right equivalent to that of the licensor
in the licensed country.

14 United States v. Carruthers, 219 F.2d 21 (9th Cir. 1955) ; First Nat'l Bank v. United
States, 136 F. Supp. 818 (D.N.J. 1955) ; Rouverol v. Commissioner, 42 T.C. 186

(1964). But cf. Merck & Co. v. Smith, 261 F.2d 162 (3d Cir. 1958).
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'While courts have followed the reasoning in patent tax cases
when deliberating transfers of trade secrets, the recent Pickren decision casts some doubt on the scope of the analogy doctrine.1 5
Therefore, unless a limitation with respect to use is of such importance that the licensor is willing to risk the capital gain treatment,
caution dictates that the transfer of rights be not so restricted.
C. UnqualifiedTransfer
In the broad sense, the transfer of proprietary technology may
be thought of as being comparable to the sale of a chattel. In the
usual sale of a chattel, the buyer acquires completely free of restraints
as to the nature and locale of the use and has the right to dispose
of the chattel as he sees fit. In the event the total purchase price is
not paid at the time of transfer, it is customary for the seller to condition the sale. He does this by prohibiting use of the chattel outside a specified area, requiring the transferee to carry insurance
to protect the property value of the chattel, and imposing such other
conditions on the sale as may be necessary to protect the transferor's
security interest. However, the transaction is still a sale and, to the
extent reasonably necessary to protect the property right or the security interest, the licensor may also condition or qualify the transfer
and still effect a disposition of all substantial rights in his property."
In considering the licensor's needs with respect to the security
and property interest in the proprietary technology, the restrictions
or qualifications which may be imposed in connection with the
transfer should be based upon payment of the monetary considerations and the need to keep the proprietary technology in secret and
to control its use. These interests are secured by the licensor retaining the right to cancel the licensee's use of the proprietary technology for breach of contractual requirements protecting the licensor's security and property interests. The following areas are of major concern to the licensor and reservation of the right to cancel for
breach should not adversely affect the capital gain status of the
transaction.
15In looking at whether the contract as a whole evidenced an intent to make a complete
transfer of all rights, the court attached significance to the transfer being the exclusive
right "to manufacture, or have manufactured, use and sell, or have sold, the products
derived from the aforementioned formulas" instead of granting "rights in and to the
secret formulas." It is difficult to visualize what right could be retained in view of a
grant to make products derived from the formulas. Nevertheless, a transfer limited to
a given use, field of use, or products is far more restricted than a transfer of all rights
in and to the proprietary technology. Pickren v. United States, 378 F.2d 595, 597, 600
(5th Cir. 1967) (emphasis added).
16This conclusion may be drawn from the court's reasoning in the patent cases, e.g.,
Commissioner v. Celanese Corp. of Am., 140 F.2d 339 (D.C. Cir. 1944); Kimble
Glass Co. v. Commissioner, 9 T.C. 183 (1947); Myers v. Commissioner, 6 T.C. 258
(1946). So long as there has been a complete transfer, a court should not consider
those conditions that may accompany the transfer to detract therefrom when based
upon considerations which protect the respective business interests.
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Royalties - Licenses are rarely paid for on a lump sum basis
at the time of grant. Instead, the licensor is reimbursed over a period
of time in accordance with the use made of the licensed technology.
Therefore the licensor's security interest will exist during the period
of the agreement in which royalties are payable by the licensee. 7
In the event minimum royalties or production rates are required,
tht same reasoning will apply. 18
Best Efforts Provisions - A licensor will want the licensee to
use the proprietary technology to the widest extent reasonable under
the circumstances. Therefore, it is common to insert a "best efforts"
provision in the contract. This should be deemed a reasonable restriction during the royalty payment period in view of the licensor's
dependency upon the licensee's use for his income.' 9
Bankruptcy - Insolvency - The licensor may cancel in the
event the licensee becomes insolvent or bankrupt during the royalty
payment period. 20 This is a proper protection of the licensor's security interest. It would seem that the licensor should also be able
to cancel in the event the licensee files bankruptcy proceedings even
after all royalties are paid. This should be considered as a protection
of the licensor's property interest in the proprietary technology
which otherwise might pass into the hands of creditors free of the
secrecy restrictions.
Sublicensing - Since the capital gain licensor cannot again
license the same proprietary technology in the licensee's country,
he may want to give the licensee sublicensing rights. It is important,
however, that the sublicensing agreements be worded properly so
as to protect the proprietary technology. Therefore, the licensor
should be able to condition the license by making all sublicenses
subject to the licensor's reasonable approval.2 '
Secrecy and Enforcement - It is clear that an unrestricted disclosure to a third party destroys the property value of proprietary
technology2 2 and thus the licensor may properly qualify the transfer
by requiring the licensee to hold the technology in confidence.2 3 It
should arguably follow that the licensee could be required to take
17 Reid
18

v. Commissioner, 26 T.C. 622 (1956).

Watson v. United States, 222 F.2d 689 (10th Cir. 1955) ; Golconda Corp. v. Commissioner, 29 T.C. 506 (1957).
19See Kronner v. United States, 110 F. Supp. 730 (Ct. Cl. 1963).
20See Commissioner v. Celanese Corp. of Am., 140 F.2d 339 (D.C. Cir. 1944) (dictum).
21 See Rollman v. Commissioner, 244 F.2d 634 (4th Cir. 1957). The same also applies
to assignments. See Crook v. United States, 135 F. Supp. 242 (W.D. Pa. 1955).
22

Pomeroy Ink Co. v. Pomeroy, 77 N.J. Eq. 293, 78 A. 698 (1910).
23 If the licensor ever expects again to license the same proprietary technology in other
countries, he should require the first and subsequent licensees to hold in confidence
in order to protect the trade secret status of such proprietary technology.
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action against a wrongful user or discloser in the licensed territory,
since the licensor must give the licensee the right to do so pursuant
to Du Pont and Stalker, supra.
The foregoing represent only the more significant conditions
for breach of which the licensor will wish to retain the right to cancel.
The test as to cancellation rights is whether the licensor has transferred all substantial rights to the proprietary technology. Therefore,
a right to cancel for events not within the control of the licensor,
and conditioned with respect to events occurring after the transfer,
should be proper as long as the cancellation right can be related to
24
the licensor's property or security interest.
D. Exclusive and Perpetual Use Within All the
Territory of a Country
It is necessary that the transfer of rights to use the proprietary
technology be exclusive and perpetual within all the territory of a
country.2 5 At first glance, the words "exclusive" and "perpetual"
have a tone of conclusiveness such that the businessman inherently
hesitates because of the presumed finality of the transaction and
the fear that a poor licensee may be chosen. However, we have noted
that the transfer may be qualified in a number of respects that will
greatly reduce the business risks in terms of protecting the licensor's
security and property interest in the transferred technology. Since it
necessarily follows that the exclusiveness and perpetualness of the
transfer is also thus qualified, and when it is remembered that licensing has been chosen as the method of doing business abroad, it
becomes possible to view the transaction more objectively.
Depending upon the exact nature of the technology, the market
for the products produced, and the licensee's position in that market,
an exclusive or perpetual transfer or grant of rights may be viewed
as reasonable under widely varying circumstances.
Assume, for example, that the proprietary technology to be
licensed consists of design and engineering drawings for apparatus
specifically designed by the licensor to produce a given product
For a collection of cases dealing with cancellation rights, see Bell Intercontinental
Corp. v. United States, 381 F.2d 1004 (Ct. Cl. 1967).

2
25

See Rev. Rul. 64-56, 1964-1

(Part 1) CuM. BULL. 133, 135. The need for this lan-

guage is derived from the analogy concept established by E.I. Du Pont De Nemours
& Co. v. United States, 288 F.2d 904 (Ct. Cl. 1961), and Stalker Corp. v. United
States, 209 F. Supp. 30 (E.D. Mich. 1962). A trade secret, if kept secret, may have
a perpetual life and thus is analogous to a trade name in this regard. Reid v. Commissioner, 26 T.C. 622 (1956), and Seattle Brewing & Malting Co. v. Commissioner,
6 T.C. 856 (1946), hold that capital gain treatment will be accorded royalty received

from an exclusive and perpetual transfer of a trade name. Since a transfer of rights
less than throughout the territory of a country would leave the licensor still free to
license others in such country, the transfer must be with respect to the country as a
whole in order to transfer all substantial rights.
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which could be substantially as well manufactured by other apparatus known to, or perhaps even used by, the transferor. An exclusive
and perpetual transfer of the right to use the drawings leaves the
transferor completely free, if he so wishes, to manufacture the same
products in the first licensee's country.
In some industries, the requirements for effectively competing
require almost continuous improvement and development of new
products, processes, or production apparatus. The perpetual transfer
of today's technology could well mean that the licensee has rights,
and the licensor has given rights, which are valuable for only a few
years. And when the licensor's new technology is developed, he is
free to license another or again license the former licensee under a
new agreement.
It is not unusual, particularly in the less industrialized and
geographically smaller foreign countries, to find that one company
has most of the business in a given product or product line. In this
case, an exclusive license to such company is really not more restrictive on the licensor than would be a nonexclusive grant. Also, if the
technology is such that substantial capital investment is needed in
the way of new plant or equipment, the licensor could well find that
all prospective licensees will insist on the protection of an exclusive
license.
Because the exclusive grant of rights to use must be throughout the territory of a country, it is possible that the otherwise ideal
licensee, because of product shipping costs or other problems, may
not be able to effectively cover his national market and the licensor
is penalized in that he will not obtain the optimum royalty return.
With the formation of trading blocs such as the European Economic
Community, European, Latin American, and Central American Free
Trade Associations, and as progress continues toward the lowering
of trade barriers between member states, the requirement that the
grant of exclusive rights to use be throughout the territory of a
country will become of diminishing and perhaps even negligible
importance in many instances. Since the exclusiveness of the grant
need only be with respect to use of the manufacturing technology,
and not as to sales of products produced through use of the technology,26 a licensor could grant, for example, an exclusive license
to a company in southern France and feel reasonably certain that if
he licensed a Belgian concern, the latter would adequately cover
the northern French market.
Du Pont De Nemours & Co. v. United States, 288 F.2d 904 (Ct. Cl. 1961);
Stalker Corp. v. United States, 209 F. Supp. 30 (E.D. Mich. 1962). A transfer of
use with respect to products may be dangerous in view of Pickren v. United States,
378 F.2d 595 (5th Cir. 1967).

2E.I.
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TECHNOLOGY AND SERVICES

As a practical matter, licensees would not normally be satisfied
with receiving only the proprietary technology aspects of the licensor's know-how. In initially negotiating the license, the licensor
will normally agree to give the licensee all technical information
reduced to written or pictorial form for the agreed-upon royalty
consideration. That know-how existing primarily in the minds of
the licensor's technical staff is given the licensee on the basis of an
hourly charge or per diem for consulting services rendered. To the
extent that non-property know-how is included for the stipulated
royalty, an allocation would probably be made by the Internal Revenue Service setting a portion of the royalty against the proprietary
technology and the balance against the non-proprietary portion of
the know-how. 27 Therefore, for tax purposes it is desirable to classify the know-how provisions in the agreement into proprietary
technology, non-proprietary technology, and consulting services, and
assign values to each, recognizing that the consideration for the nonproprietary technology and services will be considered as ordinary
income. The licensee should not find this objectionable so long as
the values do not exceed those previously agreed upon.
In classifying the know-how, Revenue Ruling 64-56 is of some
help in connection with the "services" question. This ruling indicates that to the extent services are ancillary and subsidiary to the
property (proprietary technology) transfer, the services will be
treated for tax purposes similarly to the property. Examples given
in the ruling as ancillary and subsidiary services are those "in promoting the transaction by demonstrating and explaining the use of
the property, or by assisting in the effective 'starting-up' of the property transferred." 2 A question of fact is involved in each instance,
depending upon the character of the proprietary technology and
additional technology and services provided.
III.

IMPROVEMENTS

It is customary in international licensing arrangements for each
of the parties to desire the use of the technical improvements made
by the other. The licensor is primarily motivated by the possibility
of the licensee improving the licensed technology to the point where
the licensee may become a significant competitive threat. On the
other hand, the licensee often suspects that the licensor is willing
to grant licenses because he has some valuable improvements in the
offing and therefore is merely disposing of old technology.
2Rev.

2

Rul. 64-56, 1964-1 (Part 1) CuM. BULL. 133, 134-35.

Id. at 134.
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When the licensor includes technical improvements in the license, the consideration therefor is usually included in the basic
royalty rate which is then set, having in mind both the proprietary
and non-proprietary technology and the improvements. The reason
for this is the difficulty in predicting what improvements may be
made as well as what values should be assigned to future technology
yet to be developed. In nonexclusive licensing, the licensor's improvement rights need not be coped with on the basis of their status as
property. This is also true with respect to the licensee's improvements which, if provided for in the agreement, should be treated
as nontaxable additional compensation to the licensor.
In capital gain licensing, attention must be given as to how to
license the use of improvements which cannot be classified as proprietary technology and consequently should not be considered as
property. If improvements are included in the agreement as a single
class, and payment therefor is an unspecified portion of the royalty,
then it should follow that an allocable share of the royalty would
be treated as ordinary income since routine nonsecret type improvements should be considered as services and not property. 29 The allocation problem should be avoided if only reasonably secret improvements in the proprietary technology are included under the theory
that improvements in trade secrets must of themselves be trade secrets. However, an improvement clause so restricted is not in accordance with general licensing practice, since the licensee will want all
know-how improvements.
One solution to the allocation problem would be to divide the
licensor's improvements into two classes: those that are more important and would normally be considered by the licensor as reasonably secret, and a second class to include the more routine improvements. The secret class should also be treated so as to vest rights in
the licensee more than six months after the reduction to practice
thereof so as to satisfy the six-month holding period. 0 The transfer
of the secret improvements should be effected in the same manner
used for the basic proprietary technology. Also, care should be taken
in drafting the secrecy covenants so as to preserve the property status
of these improvements. The nonsecret improvements could be handled in the same manner as technical services or non-proprietary
technology and so defined.8 '
at 135. One of the patent cases, Kronner v. United States, 110 F. Supp. 730 (Ct.
Cl. 1953), holds that improvements under a patent have the same property status as
the patent. However, it is suggested that the Kronner holding applies only to improvements clauses which purport to convey rights to improvements which come within the
scope of the patent claims.
SoINT. REV. CODE of 1954, § 1222.
31 When both the licensor and licensee are to give rights to improvements, consideration might be given to a separate agreement providing for a royalty-free exchange of
such rights.
2Id.

DENVER LAW JOURNAL

IV.

VOL. 45

FOREIGN LAW

It would be far beyond the scope of this article to do more than
suggest that detailed consideration be given to the foreign law aspects of the license agreement. The requirement of an exclusive and
perpetual grant, which is necessary for the desired U.S. tax treatment, deserves particular attention in view of the applicable foreign
law. As one example, such a grant may create an implied warranty
that the licensee may use the technology free of third party claims,
including patents. Therefore, it would be well, during license negotiations and in the license agreement, to specifically negate any
such warranties.
If the licensee is located within one of the European Common
Market countries, the provisions of Articles 85 and 86 of the Treaty
of Rome" and the implementing regulations concerning licensing's
deserve special attention in view of the exclusive and perpetual grant
by the licensor, the secrecy covenants, and also in connection with
licensee improvements provisions if included in the license.
CONCLUSIONS

From the foregoing it may be concluded that the license agreement necessary to produce capital gain treatment of royalty need
not necessarily impose undue limits on the licensor's freedom of
action should the agreement be tested by the major problems encountered as a result of any licensing transaction.
In the final analysis, whether the licensor successfully meets
any such test will be determined by his rights to cancel the licensee's
use of the know-how. We have observed that the licensor may cancel for the licensee's failure to pay minimum and other royalties or
use best efforts, insolvency, bankruptcy, misuse of sublicensing rights
and, in general, for any act of the licensee which impairs the licensor's security or property interest.
When it is considered that the licensor is making his knowhow available abroad for the purpose of gaining further profit from
the results of his domestic R&D expenditures, it is submitted that
the capital gain license will provide him with a viable arrangement
leading to increased profits.
32

See 1 CCH COMM. MKT. REP.,

2000-11 (1965-1967)

(Transcript of Article 85 is

found at
2005, 2031, and 2051; transcript of Article 86 is found at
2101).
Articles 85 and 86 of the treaty spell out the substantive law of the Common Market
on restrictions of competition. See Ladas, Antitrust Law in the Common Market with
Special Reference to Industrial Property Agreements, 23 OHIO ST. L.J. 709 (1962).
33
Regulation 17, Art. 4 (1962), 1 CCH COMM. MKT. REP.,
2431 (1965) and Regulation 17, Art. 5 (1962), 1 CCH COMM. MKT. REP.,
2441 (1965) (amended by
Regulation 59, see 1 CCH COMM. MKT. REP.,
2441.10 (1965)). While certain
permissible provisions in the nature of restraints in patent licenses are clarified by
Regulations 17 and 59, know-how licenses are treated on their merits. See Van Notten,
Know-how Licensing in the Common Market, 38 N.Y.U.L. REv. 525 (1963).

AGREEMENTS FOR THE TRANSMISSION OF
TECHNOLOGY ABROAD: THE DISTRIBUTOR
RELATIONSHIP
By JOHN A. MOORE*
The foreign distributorship is a widely used means for the
transmission of United States technology in internationalcommerce.
Mr. Moore points out some of the legal and business problems that
may arise in the distributor arrangement because of incomplete or
faulty drafting of the distributorship agreement. In order to avoid
some of these pitfalls, Mr. Moore discusses the major points of
consideration in drafting such agreements. Such matters as trade
restraint, U.S. export controls, choice of governing language and
law, payment and termination provisions should be clearly set out
in the agreement in order that the scope of the distributorshiprelation will be clearly understood and mutually agreeable to the parties
involved. As an Appendix to his article, Mr. Moore includes a
sample DistributorAgreement which may serve as a useful drafting
guide to the attorney.

I. OLD

T

AND NEW DEVICES

HE interrelationship of law, science and industry is vividly pres-

ent when the lawyer is called upon to prepare the legal instruments governing transmission of goods and technical information
and services across national boundaries. With increasing trade and
overseas operations, a great variety of new and old legal devices
are being employed. The lawyer must be alert both to use old and
familiar arrangements and to develop new and useful variations of
traditional legal arrangements when required. The ordinary American
lawyer finds that he cannot rely solely on traditional and tested legal
devices known to him when it comes to the transnational field. Innovation is required because of at least two major factors: (1) the
changing patterns of overseas activities and the constantly changing
requirements of national and regional laws; and (2) the fact that
the legal results flowing from the use of a particular legal device
will not be the same in the transnational field as when that device is
used in a purely national setting.
The American lawyer should be aware of the great variety of
legal arrangements and relationships being used for the transmission
of technology and goods. The following are a few examples:
A great variety of joint venture arrangements have proliferated
in the international sphere. These may be for direct participation by
*Partner, Holland & Hart, Denver, Colorado; member Colorado Bar; B.S., Yale University, 1951; LL.B., Harvard University, 1954.
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the joint venturers, or agreements to participate in a new form or
entity overseas.'
A great growth of licensing agreements has occurred over the
years in encouraging the use of patents and know-how and in de2
riving overseas profits without direct investment.
Equipment leasing agreements have grown in importance in
making technical equipment available across boundries in ways that
are economically possible for the receiving areas.'
Agreements for engineering services are vital in the international sphere, as are agreements for construction of highly compli4
cated industrial plants.
Agreements for the rendering of services and technical assistance assume a whole new variety of forms.' What is thought of as
one kind of services arrangement here may be cast in quite a different
mold for overseas use, to take advantage of special currency or
licensing regulations.
Employee and consultant agreements are widely used and raise
special problems of secrecy of information and ownership of developed technology.6
Representation and "finders" agreements are widely used.
Manufacturing and assembly operations will be the subject
of legal agreement where these operations are conducted overseas.
Parent-subsidiaryagreements regarding overseas activities of the
I A LAWYER'S GUIDE TO INTERNATIONAL

BUSINESS TRANSACTIONS 196 (W.

Surrey

& C. Shaw eds. 1963) (a publication of the Joint Comm. on C.L.E. of the A.L.I. and
A.B.A.). See also Blondeel, Problems Involved in Operating Within the EEC, in
DOING BUSINESS IN

THE COMMON MARKET, CCH COMM. MKT. REP., SPEC. REP.

15, 17-20 (1963). These may often be "coerced." See Murphy, Structuring International Business, in SYMPOSIUM, PRIVATE INVESTORS ABROAD - STRUCTURES AND
SAFEGUARDS 23, 47 (Southwestern Legal Foundation 1966). There is some leveling
off in the Common Market. See Duerr, Alternative Methods of Operation Within
the EEC; Factors to Weigh in Doing Business in Europe, in DOING BUSINESS IN
THE COMMON MARKET, supra at 3, 6. An interesting German development is
described in Laundry, The GmbH & Co. Kommanditgesellschaft: German Partnership
Vehicle For Joint Ventures, 23 Bus. LAW. 213 (1967).
See Mr. Ross's treatment of joint venture possibilities elsewhere in this symposium.
2 G. POLLZIEN AND G. BRONFEN, INTERNATIONAL LICENSING AGREEMENTS 1 (1965);
A LAWYER'S GUIDE TO INTERNATIONAL BUSINESS TRANSACTIONS, supra note 1, at
105-80. See generally 2 DOING BUSINESS ABROAD 586-619 (H. Landau ed. 1962);
Haight, International Protection of Rights in Technology in SYMPOSIUM, PRIVATE
INVESTORS ABROAD-STRUCTURES AND SAFEGUARDS 173, 186 (Southwestern Legal
Foundation 1966) and authorities cited therein.
3 Eckstrom, Licensing, Equipment Leasing and Patent and Trademark Protection in the
European Common Market, 2 SOUTHWESTERN LEGAL FOUNDATION, 1960 INSTITUTE
ON PRIVATE INVESTMENTS ABROAD 249, 282.

4 See generally Powell,

Some Legal and Practical Problems Encountered by U.S.
Concerns Performing Services in Latin America, 4 SOUTHWESTERN LEGAL FOUNDATION, 1962 INSTITUTE ON PRIVATE INVESTMENTS ABROAD 41.

Compare Murphy, supra note 1, at 27, 36-38.
6 Discussed in Haight, supra note 2, at 178-82.
5
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subsidiaries become most vital in determining the effect of tax and
7
other rules on overseas operations.
Franchise,trademark use and management agreements are other
devices used in the transmission of technical and administrative
skills."
The focus of this paper is on one relationship for the transmission of products and technology: the agreement between the
U.S. manufacturer or distributor and a distributor in another country.
II.

OVERSEAS DISTRIBUTOR AGREEMENTS

A. Aspects of the Relationship
Distributor agreements are, of course, exceedingly widely used
in the international sphere.9 This is a classic way for the manufacturer to enter the export market, hopefully through carefully
selected and reliable distributors who will push the product sucessfully in the right foreign market. The setting up of a distribution
network can aid in the marketing of products all the way from
those which are simply bought and used or consumed without change,
to those which have a variety of technical installation, servicing or
adaptation problems.
The distribution network may be used in a variety of ways.
Moreover it is rather common for a U.S. manufacturer to go into
direct manufacturing and sales in certain foreign areas where the
market warrants it and the product can justify the investment, and
still maintain sales through distributors in other areas. The clear
advantage of using a distributor is to gain access to a foreign market
through a foreign seller who is familiar with the language and the
industry and selling patterns in the foreign area. The manufacturer
typically invests little or no capital in the foreign area and he may
not have to retain extensive and expensive language and other
foreign area skills on his own staff. As a result, of course, he shares
a good deal of his profit with the foreign seller.'0
7 Drachsler, Parent Control of Subsidiary, in 1 DOING BUSINESS ABROAD 228 (H. Landau ed. 1962); Weidenbruch, Planning for Business Operations Involving Related
Taxpayers: Foreign Aspects, N.Y.U. 25TH INST. ON FED. TAx. 379 (H. Sellin ed.
1967) ; Tillinghast, The Application of Section 482 to InternationalOperations:InterCompany Pricing Problems, N.Y.U. 24TH INST. ON FED. TAx. 1433 (H. Sellin ed.
1966).
S See generally Eckstrom, supra note 3, and material cited in 2 DOING BUSINESS
ABROAD, supra note 2; compare agreement forms X & XII, Foreign Operations Service,
Inc., Contracts and Agreements II (mimeo. Essex, Conn.), and form 9, id. III.
9
A good practical analysis is found in P. MACDONALD, PRACTICAL EXPORTING AND
IMPORTING 61-69 (2d ed. 1959). An excellent discussion of various legal aspects is
found in Meek, Overseas Distributorship Agreements, 21 Bus. LAW 661 (1966).
Problems in lining up distribution and possible use of a Combination Export Manager
are treated in U. Ammann, Doing Business in the European Common Market, Oct. 1,
1963 (unpublished thesis in University of Denver Library), at 59-62.
10 Moon, Administrative and Legal Controls: How and Who?, in SYmposIum, PRIVATE
INVESTORS ABROAD STRUCTURES AND SAFEGUARDS 1, 4 (Southwestern
Legal
Foundation 1966).
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As has been pointed out, the distributor relationship at its
best is one that provides incentives to both manufacturer and distributor." The rewards to the distributor must be sufficiently great
to induce him to invest the time and expense necessary to obtain
substantial sales. And the arrangement must provide enough return
to the manufacturer to warrant the maintenance of inventories with
locally adapted specifications, and to provide sales and service
materials and supplies adequately to back up his product in the
foreign target area.
However, the commencement of any distributor relationship
is necessarily somewhat experimental. Therefore the distributor
agreement will usually provide an inexpensive exit for either side
if the expectations are not achieved.12 This will be particularly
important for the manufacturer who must be able to switch from
an unsatisfactory performance by a distributor to a better one in
order to maintain sales revenues sufficient to justify his capital
investment at home.
Variations in the distributor pattern are (1) sales to the foreign
distributor f.o.b. manufacturer's location or a U.S. port, with no
overseas establishment by the manufacturer; (2) employment for
a foreign country or area of a manufacturer's "factory" representative, whose duty it will be to establish and assist authorized distributors and be relatively near at hand when problems or special
requirements arise; and (3) establishment of a bonded warehouse
or assembly or manufacturing establishment overseas from which
deliveries are made as required by the distributors. Important legal
considerations in these arrangements will be considered hereafter
without purporting to give an exhaustive or complete comment on
all aspects of the relationship.
B. Formality
Distributor agreements assume a wide variety of forms. As
businessmen and lawyers know, they are frequently extremely simple,
being not much more than appointment by the manufacturer of a
given firm to a distributorship. However the simplicity of these less
formal arrangements is deceptive. When a legal problem arises,
it will usually be found that much of the actual distribution agreement, for legal purposes, is contained in the flow of special instructions, circulars, sales policy, correspondence and other communications going back and forth between the manufacturer and the
distributor. Indeed, it is common for the manufacturer t0 find that
his factory representative abroad, or his sales director at home,
111d.
12 "Trial" periods are also employed. P. MACDONALD, supra note 9, at 63.
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has created by these communications a legal arrangement of which
he has little knowledge.
As an appendix to this paper, the reader will find a form of
distributor agreement intended to be something of a guide and to
illustrate certain of the points raised. As with all forms, no claim
can be made that this form is adequate for all situations.1" Distributor agreements frequently represent the result of a compromise
between the desire of the client to have a very simple formal arrangment and the wish of his lawyer to have the arrangement
spelled out in some detail. This is of course the case with many
legal agreements, but it occurs particularly with distributor agreements because a great deal of business custom and usage is known
and assumed in the distributor relationship.
The writer does not suggest the client should be saddled with
an unnecessarily complex agreement. However, he does recommend
a formal agreement and one that is somewhat more detailed than
often found in practice. It is submitted that this will be an advantage
to the manufacturer in the long run for a variety of reasons. One
advantage is that the written agreement gives an ideal opportunity to
explain the expected relationship to both parties. This is particularly useful in the transnational setting because the assumptions
on either side concerning the distributorship may be quite different.
It is commonplace that the chief problem in foreign trade is clear
communication. Spelling out what is expected of the parties allows
questions to come up at an early stage before erroneous assumptions
are acted upon. Further, there is no escape from the conclusion that
the distributor relationship will consist of a series of legal rights
and duties regardless of whether these are set forth in a written
agreement. If a rather formal agreement is not used, these rights
and duties, as mentioned above, may be built up in the various communications that flow between the parties. The businessman will
find it far easier, clearer and cheaper to turn to a written agreement
when a problem arises than to puzzle through years of correspondence to find his answer.
To take the simple case of termination, it is a great deal easier
to look at a specific termination clause in an agreement than to dig
back into the client's files and examine correspondence setting up
the distributorship in the hope the parties said something reasonably
clear about rights to terminate and results of termination. Trying
13 Other forms may be found in Foreign Operations Service, Inc., Contracts and Agree-

ments II (mimeo. Essex, Conn.), e.g. form XI(A), and Hess, A Mid-Continent Lawyer's Initial Approach to Foreign Trade, Counseling Mid-Continent Clients Who
Trade Abroad 1, 18 (U. Mo. Int'l Law & Foreign Trade Div., Symposium 1965). A
good checklist for the distributor agreement is found in P. MACDONALD, supra note
9, at 65-69.
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to determine what a so-called "informal" agreement really provides
can be very expensive in lawyer's time and court or arbitrator determinations, and the results still may be unclear and unsatisfactory.
Both the supplier and the distributor will experience turnover
of personnel from time to time. There is a distinct advantage in
having written agreements which new people can review to see what
is expected instead of relying largely on oral, and possibly erroneous,
training of new people.
If a matter comes to arbitration or court controversy, the arbitrator or judge will be much more likely to give effect to clear,
written agreements in order to carry out the intention of the parties.
In the absence of clarity of the arrangement, he will be much more
likely to fall back on general principles of law which more likely
4
than not will favor the distributor.1
The use of a formal, rather detailed agreement also helps the
supplier to establish consistent arrangements from one distributor
to another and from one country to another, which is most desirable
in setting up a simple and effective network. 15 Naturally, the agreements must vary from country to country and from situation to
situation, but using a formal agreement will encourage the use of
standard terms to the maximum extent.
The mere fact that one starts from a written form of agreement
forces both manufacturer and distributor to think about future
possibilities before they arise. In the enthusiasm of setting up a new
relationship, the parties are not likely to want to think about termination, arbitration, travel cost and other items unless they are required to.
Required government filings of distributor agreements are on
the increase.' " Having a written agreement in some detail allows
clear and expeditious filing without extensive narrative explanation
of the relationship. In effect, the greater use of formality allows
the parties more latitude in choosing the legal regime of their
relationship rather than leaving it to some relatively unknown body
of law to establish it for them.
C. Relationship
The manufacturer or supplier will normally want to establish
a principal-to-principal relationship in dealing with his distributor.
He will want to avoid, to the extent legally possible, the creation of
a relationship of principal and agent or employer-employee with the
distributor. For this reason, something should be said directly about
14 See

generally Meek, supra note 9.

15 Id. at 663.
16 See the discussion of Trade Restraints, infra, part II D.
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this in the agreement (compare paragraphs 2 and 3 of the form
in the Appendix). Moreover, continual buttressing throughout the
agreement is needed. Allowing too much control by the supplier and
too much dependency of the distributor on the supplier may result
in the creation of a dependent relationship regardless of what the
17
parties say the relationship is.
In any event, the American lawyer must understand that the
relationship created may be governed to a large extent by the law
of the country where the distributor is located regardless of the
contractual provisions between the parties. A variety of laws may
affect the situation and the lawyer should be familiar with these
wherever a distributor is established in order to avoid undesirable
effects.
Taking Belgium as an example, general law and the agreement
between the parties will govern nonexclusive distribution arrangements and exclusive distribution agreements entered into for a
definite period of time."8 However, the Law of July 27, 1961, provides a special regime for exclusive distribution agreements entered
into for an indeterminate period of time. l" Except when one of the
parties fails to comply with his obligations, the distributorship can
be terminated only by giving the other party a reasonable notice
period or a just idemnity. The length of the notice period or the
amount of the compensation may be determined by the parties only
at the time notice is given. The option between notice and indemnity
belongs exclusively to the party who cancels the contract. The notice
period must be long enough to permit the other party to find another
principal (or another distributor) of the same ability. If the parties
fail to agree, the courts will settle the matter in equity. If the
notice period granted is deemed by the court not to be sufficient,
it will determine the amount of compensation to be paid, taking into
account the advantages which would have accrued during a reasonable notice period.
The Belgian law gives further protections to the distributor.
If the principal terminates an exclusive contract for reasons other
than serious fault on the part of the distributor, or if the distributor
terminates by reason of serious fault by the supplier, the distributor
can claim a special idemnity (in addition to receiving notice) established under the following criteria: (1) additional clients acquired
by the supplier as a result of the distributor's efforts; (2) expenses
incurred by the distributor which will benefit the supplier after
See Meek, supra note 9, at 665-66.
Law Office, Frank Boas, Esq., Doing Business in Belgium, 2 CCIi
6438.01 (1967).
19 1d.
6438.01-.11.
17

18
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termination; and (3) amounts which distributor must pay to his
personnel whom he is obliged to release as a result of termination.
The Belgian law has very strong statements to the effect that
it will apply notwithstanding any agreement to the contrary by
the parties, and to the effect that litigation may always be brought
before the Belgian courts which will apply Belgian law.2"
Generally, in reviewing the applicable local law, the American
lawyer would do well to consider the following:
(1) Are there any special statutes enacted for the protection
of distributors in countries where the distributor will
operate?
(2) Does the relationship which is contemplated bring into
play any special provisions of the local law regarding
commercial agents or other commercial relationships?
(3) Will provisions of local labor law be deemed to apply
2
to the relationship? 1
D. Trade Restraints Considerations
Various legal problems will be encountered if the distributor
agreement contains any features which may be construed as restricting freedom of trade. This is particularly true with respect to
so-called "exclusive" features of the distributorship relation. Here,
as in all trade restraint problems, the American lawyer will be confronted with the necessity of considering three bodies of law:
(1) United States law bearing on foreign trade arrangements;
(2) national law of the country or countries where the distributor
is located or operating; and (3) regional law set forth in treaties
and other legal materials bearing on trade relations among states
parties to a regional arrangement. The leading example here is, of
course, the law deriving from the Treaty of Rome 2 establishing the
European Economic Community.
Reviewing these laws is a formidable task and the problem
is not made easier by the fact that United States law affecting foreign
trade is difficult to ascertain, in flux, and often confusing. A widely
knowledgeable commentator has recently said:
Antitrust laws are another matter. Given the requisite nexus

with the foreign or domestic commerce of the United States, in
this instance the domestic law applies to the foreign operations
"'See id.
6438.09-.11, which refer to arts. 4 and 6 of the Belgian Law of July 27,
1961. For special problems of arbitration and comparison of rules for agency agreements, see id.
6438.11, 6438.50.
21 Meek, supra note 9, at 666-73, contains a fine discussion of how to apply this analysis
in civil law countries, particularly in the Dominican Republic, Puerto Rico, Cuba,
Colombia, Argentina, Brazil, Venezuela, Mexico, Belgium, France, Germany, Italy,
the Netherlands, Denmark, Sweden and Switzerland.
22See 1 CCH COMM. MKT. REP.
121 (1967) for a profile of the Treaty of Rome
which was signed on Mar. 25, 1957, and made effective on Jan. 1, 1958.
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of a domestic company, notwithstanding the use of foreign subsidiaries or other insulating devices. But the requisite nexus is often
unclear, and there are many problem areas that cry out for analysis
and classification. The critical question is not the existence of hardcore horizontal offenses under the Sherman Act such as horizontal
price fixing or division of markets, but the legality of vertical distributional and licensing arrangements under the Sherman, Clayton
and Federal Trade Commission Acts.
For example, may an exporting manufacturer grant his foreign
dealer exclusive trade territories and product lines? May he designate
resale customers?
Under present law the answers to these questions are at best
uncertain and at worst so inconsistent with traditional international
commercial practices as to evoke disbelief and even derision on the
part of foreign dealers and licensees.
If precisely the same standards of antitrust legality apply in
foreign as in domestic commerce, the plain truth is therefore that
the U.S. exporter or investor is at a serious competitive disadvantage.
If different standards apply in foreign commerce the U.S. businessman should be so informed - promptly, authoritatively, and without
equivocation.

What is needed is a statement of policy from the Department
of Justice clearly identifying distributional and licensing practices
in which businessmen may engage without
in foreign commerce
23
fear of prosecution.
Fortunately, the field of trade restraints is one in which a
relatively large amount of up-to-date material is available to the
American lawyer. 24 Frequently the foreign, national and regional
law is clearer than that of the United States, and it is more common

to allow for advance administrative clearance of a proposed practice.2"
It may generally be said that the tendency is toward more rules
governing trade and enlarging the area of free competition as the
years go by. It is not possible within the scope of this article to
analyze antitrust or restraint of trade legislation in a large number
of jurisdictions. No is it possible to treat the U.S. rules fully.2 6
23Murphy, supra note 1,
24 For example, detailed

2-

at 45-47 (footnotes omitted).
European Economic Community materials are kept up to date

in CCH Common Market Reporter and special reports published in connection therewith; national and regional laws are published and supplemented in Guide to Legislation on Restrictive Business Practices- Europe and North America (Organization for Economic Cooperation and Development, Paris, last supplemented in April,
1967); both U.S. and foreign developments are reported in Antitrust and Trade
Regulation Report (Bureau of National Affairs, Washington) ; and a wide range of
subjects is covered in the volumes of the American Bar Association Section of Antitrust Law and The Antitrust Bulletin (Federal Legal Publications, Inc., New York.)
Compare procedures under the German Act Against Restraints of Competition of
July 27, 1957, set forth in II ORGANIZATION FOR ECONOMIC COOPERATION AND

DEVELOPMENT, GUIDE TO LEGISLATION ON RESTRICTIVE BUSINESS PRACTICESEUROPE AND NORTH AMERICA, Germany 2.0, at 1-21 '(June 1966).
2 A brief summary is contained in A LAWYER'S GUIDE TO INTERNATIONAL BUSINESS

TRANSACTIONS, supra note 1, at 631, and an extensive bibliography is found, id. at
673-92. See also Timberg, Foreign DistributionArrangements and the Sherman Act,
2800 et. seq. (1965).
1 ANTITRUST BULL. 80-86 (1955); 1 TRADE REG. REP.
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However, comment should be made on a recent development in
the Common Market having great significance to distributor networks in that area.
Common Market authorities, economists, lawyers and businessmen have been addressing a great deal of attention to "exclusive
distributorships" in the past several years in their effort to develop
a truly common market for Europe. At the outset, it should be
observed that the term "exclusive distributorship" is frequently
employed as if it had a common, accepted and specific meaning.
This is far from the case. The EEC work particularly has shown
there are many "exclusive" features of an arrangement, and distributor agreements may have some, all, none or many combinations
of these features. The most common "exclusive" features are
(1) The appointment of a firm as the sole dealer for the manufacturer's product or products in a certain area or market.
This is frequently accompanied by the right of the dealer
to advertise this fact and to identify itself as a carrier of
manufacturer's goods.
(2) The obligation of the dealer not to sell goods competing
with those of manufacturer.
(3) The undertaking by the dealer of a promotion and sales
program. This may be limited to a certain area or language and may contain minimum required actions and expenditures, usually with aid of various kinds by the manufacturer.
(4) The obligation of the dealer to service and repair the goods,
to replace defective goods or parts, and to carry specified
minimum stocks and to offer specified services to customers.
(5) The obligation of the manufacturer to prevent all imports
of his goods from other areas, by agreements with other
dealers and other devices.
(6) The obligation of the dealer not to sell outside a certain
area, and to refer inquiries and orders from outside its
territory to the appointed dealers in the areas from which
they come.
(7) Freedom for a dealer to sell outside a specified territory,
but the obligation to split his profits or commissions with
the appointed dealers in the areas affected.
(8) The obligation of the manufacturer to offer new products
through the previously appointed distributor, or the obligation of the dealer to handle new products.
(9) The obligation of the dealer to take various actions in its
area to protect the name, trademarks, patents, licenses and
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other property of the manufacturer; similar obligations on
the manufacturer to protect and promote dealer's position.
(10) Variations of these arrangements: a manufacturer may
appoint a dealer for a territory or a market, but reserve
the right to sell directly to certain customers or industries
within the market.
The use of some of these devices has of course come under
question or prohibition under the broad protection of competition
rules of the Treaty of Rome. 2 7 Dealers in the Common Market know
that certain trade arrangements and practices are prohibited, certain
ones are allowed if notice is given to the EEC Commission, and certain ones may be allowed by specific exemption if an application
for exemption demonstrates benefits to trade that outweigh anti28
competitive features.
Some important EEC and national court and EEC Commission
struggles over distributorships having been disposed of, the Commission issued in March 1967 its Regulation No. 67/6729 exempting a large group of bilateral exclusive dealer agreements from the
antitrust prohibitions of the Rome Treaty. Some 30,000 agreements
which have been notified to the Commission under its regulations
are expected to be exempted by this group decision. Agreements in
existence on March 13, 1962, and notified before February 1, 1963,
wilt be exempt if modified to conform to the new regulations before
August 2, 1967, as long as the Commission was notified of the
changes before October 3, 1967.30 Exemption under the new regulation will be good until December 31, 1972."' Future agreements
meeting the requirements of the regulation need not be notified to
the Commission.
The American lawyer who is accustomed to groping through
court developments in this field in the U.S. may find this regulatory
"blueprint" by the Commission a great help. The Commission generally recognizes that exclusive dealing agreements in international
trade may result in improvement in distribution of goods because
a firm can concentrate its selling activities and not be obliged to
maintain business ties with too large a number of dealers. In this
27
Treaty of Rome, arts. 85 and 86, 1 CCH COMM. MKT. REP.
2005, 2101 (1967).
28 The law and literature on these subjects is extensive. See generally 1 CCH COMM.
MKT. REP.
2000 (1967) ; Deringer, Exclusive Agency Agreements with Territorial
Protection under the EEC Antitrust Laws, 10 ANTITRusT BULL. 599 (1965) ; Deringer, Problems of Distribution Within the Common Market, 10 ANTITRUST BULL.
105 (1965); Stanton & DeCroy, Much Ado About Restrictive Business Practices in
Europe, 21 Bus. LAw. 891 (1966); Newes, Exclusive Distributorship Agreements
in the Common Market, 22 Bus. LAW. 533 (1967).
2Official Journal No. 13, Feb. 21, 1962, at 204. English translation at 1 CCH COMM.
MKT. REP. 2727 (1967).
30
Art. 5, Regulation No. 67/67, 1 CCH COMM. MKT. REP.
2727E (1967).

3' Art. I, id. 2727A.
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way businessmen may better overcome difficulties resulting from
linguistic, legal and other differences in markets. Furthermore greater
sales promotion may be expected in these arrangements, more exploitation of the market, and a better flow of goods. The Commission
recognizes that designation of exclusive dealers is often the only way
small and medium-size firms can enter the market as competitors."
The new regulation is fairly specific. It applies generally to
agreements in which only two enterprises take part and in which one
agrees to deliver products only to the other for resale within a specified area of the Common Market or where one agrees to purchase
for resale products only from the other. 3 Certain restrictions on
competition are authorized to be imposed on the distributor. These
include (1) the obligation not to manufacture or distribute, during
the life of the agreement or for one year after, products competing
with the products under contract; and (2) an obligation not to advertise the products, establish a branch or maintain a distribution
warehouse outside of a specified territory. (3) It will be permissible
to obligate the distributor to purchase complete lines, or minimum
quantities, to require selling with certain packaging or trademarks,
and the distributor may be obligated to undertake certain sales promotion measures, including maintenance of inventory, assumption of
responsibility for customer services and guarantees, and employment
34
of personnel having specialized or technical training.
The possibility of parallel imports must be maintained. Therefore, it will specifically not be possible to take measures or use industrial property rights to prevent other dealers or consumers from
obtaining the products from other sources in the Common Market
or from selling them in the specified territory. Also, a reservation
is made to the effect that some agreements, although qualifying on
paper for the group exemption, may have effects that are incompatible with the Treaty requirements. In such cases, the Commission may engage in ordinary cartel procedures and withdraw the
exemption, especially where there is reason to believe the goods
are not competing with similar goods in the territory, that other
manufacturers do not have access to the trading level of the exclusive dealer, or that the exclusive dealer is making improper use of
the exemption.3 5
The result of the Common Market developments has been to
make it completely clear that the antitrust provisions of the Rome
32

Preamble, id.

2727.

33 Art. 1, id. T 2727A, with certain further provisions.
34 Art. 2, id. 2727B.
35

Arts. 3 & 6, id.
2727C, 2727F. Background comment on the drafting of Regulation
No. 67/67 is found in BUSINESS EUROPE, Apr. 12, 1967, at 113 (Business Int'l S.A.,
Geneva); EUROPEAN COMMUNITY, Apr.-May 1967, at 22 (European Comm. Information Service No. 102, Washington).
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Treaty apply to vertical agreements. Furthermore, the escape provisions of Article 85(3) are going to be rather strictly construed.
Thus, a showing that there is a production or distribution advantage
to the manufacturer or distributor involved is not going to be enough
to gain specific exemption. Manufacturers dealing in the Common
Market will have to take careful note of these developments in establishing or modifying their distribution arrangements.
E. Export Controls
Exporting manufacturers should be aware of severe limitations
under U.S. law on certain exports, primarily in the areas of goods
having military and important economic significance.3 6 The chief
laws involved are the Trading with the Enemy Act, 37 the Export
Control Act of 194938 and the Mutual Security Act. 39 Detailed
regulations have been issued under the various statutes, and the exporter finds he may be dealing with the Commerce Department, the
Department of State and other U.S. agencies.
Normally an exporting manufacturer will arrange for the licenses and other procedures necessary and his distributor will not be
involved. However, there are at least two problem areas. First, if
the manufacturer believes there is any danger of future government
controls not now present, or if he anticipates any delays or prohibitions in shipping his products, he should be certain to include an
appropriate force majeure clause in his agreement. Second, is there
any duty on the exporter to investigate or try to control resale of his
products overseas? There certainly is no perfect answer but it is likely
many companies follow the practice described by one commentator:
Generally, the rule is that the American company should exercise reasonable care to determine whether or not the exported U.S.
products are intended for use in the prohibited countries. It is not,
however, necessary that the American company affirmatively investigate the subsequent use or disposal of goods or materials sold
40
to an unrelated Distributor who purchases for his own account.

F. Disputes and Governing Language and Law
If disputes arise which are so serious that they cannot be worked
out between the parties through discussion or correspondence, then
The laws and regulations are discussed generally in Meek, supra note 9, at 662-63.
Analogous problems of a licensor are discussed in detail by Hannon, Government
Regulation of Exportation of Technical Data Under Foreign License Agreements,
20 Bus. LAw. 51 (1964).
374o Stat. 411 (1917), as amended, 50 U.S.C. App. §§ 1-6, 7-39 (1959), as amended
and supplemented by the Foreign Assets Control Regulation and the Transaction
Control Regulations.
3863 Stat. 7 (1949), as amended, 50 U.S.C. App. §§ 2021-32 (1959), as amended,
(Supp. V, 1964).
39 22 U.S.C. § 1934 (1964).
40
Meek, supra note 9, at 663.
36
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the arrangement is probably at an end. In this case, most manufacturers and distributors will want dispute settling machinery which
is quick in action and simple and inexpensive in procedure. For one
thing, most disputes will concern relatively minor matters: commissions due on sales by others in the distributor's territory; the proper
calculation of termination payments; return or allowances on defective shipments. Even if the dispute is serious, it may primarily involve
questions of fairness and compensation computation.
These considerations suggest the use of arbitration. Many will
prefer this rather than recourse to the courts. 4 Manufacturers particularly may fear the local courts will favor the distributor. If arbitration is to be employed, it should be provided for in the agreement
(see, for example, paragraph 15 of the form in the Appendix to
this paper). In designating arbitration as a dispute settling mechanism, it is well as a minimum to specify where it is to take place and
the rules governing the arbitrators. The drafter may wish to go
further and specify a mechanism for the parties to select arbitrators,
maximum times for submission and award, and provisions governing
the division of the costs of arbitration.
It is most desirable for many purposes, including disputes, to
specify the official language of the text of the agreement. Even
though the text of only one language is used in the signed agreement, the existence of translations for various purposes may lead to
confusion and dispute over the authoritative version. It is very easy
for different language versions of the agreement and its amendments
to have widely varying meanings and interpretations.
Another factor favoring arbitration is the multitude of laws
and legal systems which may have a bearing on the agreement, as
various sections of this article have sought to demonstrate. 42 Analysis
of these laws and their use and proof in court may be quite difficult
and expensive. Therefore, it is most desirable to have choice of law
provisions included in the agreement. 43 This remains true even when
arbitration is specified, since it will give the arbitrators a specific
legal reference. And it may prove useful should one party refuse to
arbitrate, or refuse to honor an award when rendered.
U.S. manufacturers are somewhat prone to specify the law of
one of the American states as the governing law. This has some
advantages. For example, the U.S. state law may be easier for the
U.S. supplier to ascertain and quote when arguing its position, and
it may be somewhat more favorable to freedom of contract, and
See generally Burstein, Arbitration of International Commercial Disputes, 6 B.C.
IND. & COM. L. REV. 569 (1965), and authorities cited therein.
See id. at 570-71.
43 See Professor Peterson's treatment of this subject elsewhere in this symposium.
41

42
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thus support the protection of the U.S. supplier. Also, the U.S. party
or lawyer may feel more comfortable in attempting to have his
home law apply.
These advantages may be more theoretical than actual. In matters touching public policy and the protection of the distributor, a
foreign court is very likely to apply local law regardless of the contract language. 44 Moreover, if a dispute actually comes to a court
trial and U.S. law is applied, it can prove extremely costly to ascertain the U.S. law on the subject and set it forth in the manner necessary for use in the foreign court. This is particularly true in Rocky
Mountain States where the applicable law is often unsettled. Therefore, it may be more practical to specify as governing law the law
of the area in which a dispute is most likely to arise and be argued.
In any event, it is clearly desirable to be aware of the essential features of the foreign law, and be prepared to meet them or contract
out of them, regardless of the choice of law provision.
G. Payments
The drafting lawyer and his client will wish to provide mutually
acceptable payment procedures and terms and at least the basic outline of shipping arrangements. These provisions will include credit
terms which will vary widely with the goods involved and the standing of the distributor. Normally, but not always, the distributor will
make all of its own arrangements for credit terms to its customers.
In preparing these provisions, thought should be given to the
currency or currencies in which payment is to be made. Currency
restrictions in the target country may dictate these terms. On the
other hand, foreign currency remittances may be possible but the
agreement may have to require the distributor to obtain necessary
permits. Where inflation is a factor, or devaluation is expected or
feared, the manufacturer will usually want payment in U.S. currency
if this is possible to obtain. Where long-term credits are used, serious
loss may result from failure to provide for payments in U.S. or other
"hard" currency, or payments geared to a standard expected to be
stable. The usual device in the latter case is to require payment
in foreign currency equivalent to a specified amount of U.S. dollars
45
calculated at the time of payment.
H. Termination
Even the best of relationships may come to an end. Distributor
performance may become unsatisfactory or even deteriorate to the
point where it is damaging to the manufacturer. The manufacturer
44 Compare the Belgian requirements discussed at note 20 supra.
4Exchange problems and additional protective devices are discussed in P. MACDONALD,
supra note 9, at 421-32.
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may wish to terminate an exclusive appointment and appoint competing distributors, or create smaller territories or markets where
volume has increased. It may even wish to engage in direct sales,
or switch to a more promising distributor. There may be pricing or
servicing problems; the distributor in turn may wish to switch to
competing products with greater profit potential. These and other
factors may bring a distributorship to an end, and the reasons for
termination may have a definite effect on the legal ramifications of
the termination.
In trading relationships there has been a tendency for the
stronger, better financed manufacturers to insist on broad freedom
to terminate a distributor, with or without specific cause, and with
no particular compensation or protection for the distributor. This
practice has been tempered by concepts of fairness, the desire of the
manufacturer for a good reputation, and the ability of effective distributors to bargain for contractual protection. Now it is increasingly
the case that local law will give some protections to distributors for
46
abrupt, unfair or "abusive" terminations.
This development is not surprising. The distributor is enabling
the manufacturer to enter the foreign market, and a firstclass distributor will have taken some or all of these measures: (1) deciding
to sell a particular manufacturer's goods to the exclusion of competing lines which might return profit; (2) advertising and promoting
the goods and name of the manufacturer; (3) building customer
relations by expense and effort; servicing the goods supplied and
solving customer problems; and (4) maintaining an inventory of
,goods, investing capital in warehouse and office, building a staff
of salesmen and technicians.
The longer the distributor relationship continues, the greater
may be the investment in effort and money by the distributor, and
the greater its resistance to sudden termination of what it may consider a satisfactory line. In considering termination, three principles
seem paramount:
(1) The agreement should have a definite termination provision. Termination should not be faced without advance
agreement on how it is to be handled.
(2) Consideration should be given to the kind of commitment
each side will be giving to the relationship, and a termination provision should be drafted that will give a fair opportunity for reduction or liquidation of that commitment.
46 For Common Market developments see Blondeel, supra note 1, at 15-17; these and

other developments are discussed in Meek, supra note 9, at 664-71; cf. Pavia, Methods
of Operation in Italy, 6 B.C. IND. & CoM. L. REV. 501 (1965). For termination
aspects of dependent and independent agents in Germany, see 2 CCH COMM. MKT.
REP.
6640 (1966).
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(3) Special protective provisions of local law should be known
and provided for in the agreement to the extent legally
possible.
The form in the Appendix provides, in paragraph 11, a simple
example of termination with certain notice provisions and arrangements for inventory disposition. Notice itself is a great protection,
giving each side time to make other commercial and employee arrangements, and to use up stocks and selling materials.
As shown in the discussion of Belgian law in this paper,"7 a
termination provision of the kind in the Appendix may not be sufficient under the applicable foreign law. An indemnity may be necessary to compensate a terminated distributor for his investment. For
example, in France there are extensive protections for commercial
terminations, and the French courts have extended some of these
protections to distributors in instances where the manufacturer terminated with malice or with results deemed to be inequitable.4 8
In short, some of the care employed in investigating and establishing a mutually advantageous relationship should be used to prepare, in advance, the machinery for a graceful exit, and careful consideration of the distributor's real problems should be given when
it becomes necessary to make that exit.

47 See note 19 supra.
4

Blondeel, supra note 1, at 15-16.
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APPENDIX
DISTRIBUTOR AGREEMENT
THIS AGREEMENT, made in Junction City, Colorado, U.S.A. as of
., 19
, between TECHNO MANUFACTURERS,
INC., a corporation organized under the laws of the State of Colorado, U.S.A.,
(called "Manufacturer") and IMPO & SONS, a
organized under the laws of
(called "Distributor"),
WITNESSETH:
WHEREAS, Manufacturer has developed and manufactures certain industrial products catalogued in Manufacturer's literature, together with certain
service equipment (all called the "Techno Products"); and
WHEREAS, Distributor wishes to act as a distributor of the entire line
of Techno Products with respect to the territory described in paragraph 1;
NOW, THEREFORE, in consideration of the undertakings and covenants
set forth in this Agreement, Manufacturer and Distributor agree as follows:
1. Appointment of Distributor and Territory.
Manufacturer appoints Distributor a distributor of Techno Products
with primary marketing responsibility for the following territory (called "the
Territory"):
2. Distributor Relationship.
The purpose of this appointment is to provide for the development
and maintenance in the Territory of a substantial volume of sales of Techno
Products and adequate service of the Products in the mutual interests of
Manufacturer and Distributor. Manufacturer will sell to Distributor and
Distributor will purchase from Manufacturer Techno Products to be resold
by Distributor. Distributor accepts its appointment and undertakes diligently
to canvass for purchasers of Techno Products and in all reasonable and proper
ways vigorously to promote the sale of Techno Products in the Territory.
Distributor will maintain adequate sales, service and warehouse factilities in
the Territory and a representative and adequate inventory of Techno Products.
3. Distributor Not Manufacturer's Agent.
This Agreement shall not constitute Distributor the agent or legal
representative of Manufacturer for any purpose whatsoever, nor shall Distributor hold itself out as such. This Agreement creates no relationship of joint
adventurers, partners, associates or principal and agent between the parties,
and both parties are acting as principals. Distributor is granted no right or
authority to assume or create any obligation or responsibility for or on behalf
of Manufacturer or otherwise to bind Manufacturer or to use Manufacturer's
name other than as may be expressly authorized by Manufacturer. Distributor
shall bear all of its own expenses for its operation and staff, except for such
items as Manufacturer shal by prior written agreement undertake to pay.
4. Manufacturer's Sales Policy.
Distributor shall carry out Manufacturer's sales policy with respect
to the Territory and Techno Products as set forth in the written Sales Policy
of Manufacturer as supplied to Distributor, and as may from time to time
be communicated to Distributor in written additions to or revisions of such
Sales Policy.
5. Shipment and Delivery.
Manufacturer shall in good faith supply requirements of Distributor
for Techno Products and make shipments promptly in accordance with Distributor's orders. Whenever Manufacturer shall deliver to a common carrier
any Techno Products ordered by Distributor, Manufacturer shall not be
responsible for any delays or damages in shipment. Distributor may specify
the routing as well as consignees for shipments ordered, but in all cases
billings shall be directed to Distributor by Manufacturer.
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6. Failure to Ship for Reasons Beyond
Manufacturer's Control.
If Manufacturer shall fail for reasons beyond its control to make
shipments of any orders, such orders shall be subject to cancellation at the
discretion of Distributor unless shipment is commenced within 30 days from
the date called for in the order.
7. Payment.
Distributor shall purchase Techno Products from Manufacturer F.O.B.
its plant at Junction City, Colorado, at such United States dollar prices as are
scheduled in Manufacturer's export price list, payable in United States currency and upon terms of payment net 30 days from date of invoice with a
__

% distributorship discount from list price.
8. Warranty, Servicing and Returns.

Manufacturer's warranty of Techno Products is set forth in its Sales
Policy, and Distributor shall handle warranty problems, returns, obsolescence
and servicing in accordance with such policy. Manufacturer shall bear once
each year the out-of-pocket cost (but not salary) for one Distributor representative to attend a three week training school in Colorado for instruction
in Techno Products servicing.
9. Selling Aids and Advertising.
9.1 Manufacturer shall supply to Distributor without cost reasonable
quantities of Manufacturer's selling literature and displays, and other sales
aids and devices as may be designed and made available by Manufacturer from
time to time. Distributor shall at its own expense employ such items and
participate in such trade and industry meetings and shows in the Territory
as in its judgment will enhance the sale of Techno Products.
9.2 Distributor shall cause Techno Products to be advertised in suitable media in the Territory with due regard to its appeal to industry. Manufacturer shall furnish to Distributor at no expense to Distributor samples of
advertising materials used in other territories, with the right to use the same,
but Distributor shall not be bound by these and may in its discretion adopt
such advertising methods and displays as its believes most effective for the
market in the Territory. Upon advance approval of copy and media, Manufacturer will contribute up to $
per annum for Distributor's
advertising budget for Techno Products, provided that Distributor's total annual
advertising budget for Techno Products shall be at least three times the
amount contributed by Manufacturer.
10. Inquiries and Information.
10.1 Manufacturer shall forward to Distributor for its handling all
inquiries and orders received by Manufacturer from the Territory, both from
correspondence and personal visits in the Territory, along with copies of any
acknowledgments Manufacturer may have made, and Manufacturer shall make
available to Distributor such sales, product and technical information as may
be useful to Distributor in handling the inquiry or order. Distributor will
supply Manufacturer with information as to the disposition of all referred
inquiries or orders.
10.2 On request by Distributor, Manufacturer will render such sales,
product and technical information, and estimates and specifications, as shall
be helpful to Distributor in promoting the sale of Techno Products. At least
once each year Manufacturer shall have its representative call upon Distributor
and supply any information needed concerning the use, application or development of Techno Products. Distributor shall forward reports of significant
sales and technical information gained in the Territory concerning the use
and development of present Techno Products and possibilities for new developments in the industry.
11. Term of Agreement; Disposition of Inventory.
11.1 The term of this Agreement shall be for three (3) years from
the date hereof, but the Agreement may be terminated at any time during
such period by either party without cause upon the expiration of 90 days after
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written notice to the other party. The term of the Agreement may be extended
for successive periods by the joint written consent of both parties. If there
is any such extension, the notice period for termination without cause shall be
increased to six months. In the event of a breach of any term or condition of
this Agreement by either party, the Agreement may be terminated by the
other party upon giving 30 days written notice of such termination. In the
event a petition in bankruptcy or similar proceeding shall be filed by or against
either party, or if either party shall make an assignment for benefit of creditors,
this Agreement may be terminated by the other party on five (5) days written
notice.
11.2 In the event Manufacturer terminates this Agreement, it shall
purchase or cause to be purchased from Distributor its then inventory of
Techno Products which may be in unopened factory packing, and any other
items that are resalable as new, provided that such items are listed on Manufacturer's then current export price list, at Distributor's cost less 15%, plus
return freight cost. If Distributor shall terminate this Agreement, Manufacturer
assumes no responsibiliy with respect to Techno Products then or thereafter
in possession of Distributor, provided however, that Manufacturer will have
the right within 30 days after the effective date of such termination to purchase all or any Techno Products in Distributor's possession at Distributor's
cost less 15%, plus return freight cost. In the event of any termination, Distributor agrees to return all sales aids and materials in its possession at the
direction of Manufacturer who shall bear the freight cost.
12. Notices.
Any notices hereunder shall be in writing and shall be deemed given
when properly deposited in the normal mails, airmail postage prepaid, addressed
as follows:
To Manufacturer:
Techno Manufacturers, Inc.,
Junction City, Colorado,
U.S.A.
To Distributor:

Impo & Sons,

13. Waiver of Breach.
The failure of either party to require the performance of any term of
this Agreement, or the waiver by either party of any breach of this Agreement, shall not prevent a subsequent enforcement of such term nor be deemed
a waiver of any subsequent breach.
14. Amendments.
Any modification or amendment of any provision of this Agreement
must be in writing and bear the signatures of the authorized representatives
of both parties.
15. Disputes.
Any disputes, controversies or claims between the parties arising out
of or relating to this Agreement shall be settled by arbitration in accordance
with the rules of the
Arbitration Association. This
Agreement shall be enforceable and judgment upon any award rendered by
the arbitrators may be entered in any court having jurisdiction. Arbitration
shall take place in
., or such
other place as the parties may mutually agree.
16. Construction of Agreement; Language.
This Agreement shall be construed and the relations of the parties
shall be determined, in accordance with the laws of the State of Colorado;
provided, however, that if any provision of the Agreement is in violation of
any applicable law, such provision shall to such extent be deemed null and
void, and the remainder of the Agreement shall remain in full force and
effect. The English language text of this Agreement shall be the authorized
text for all purposes.
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17. Assignment and Benefits.
Neither this Agreement nor any interest in it shall be assigned directly
or indirectly by either party without the prior written consent of the other.
Further, upon any substantial change in the ownership or management of either
party, such party shall give written notice of the change and the other party
may terminate this Agreement after 30 days written notice given not later than
30 days after notice of the change. Subject to the foregoing provisions of this
paragraph, this Agreement shall be binding upon and inure to the benefit of
the legal representatives, successors and assigns of the parties.
IN WITNESS WHEREOF, the parties have executed this Agreement as of
the date first written above.
TECHNO MANUFACTURERS, INC.
By
President
IMPO & SONS
By
Title:

